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General Business Conditions 


HE principal business news of the past 

month is not to be found in the trade 

and industrial sectors, but in monetary 

developments abroad, which are de- 

scribed in a subsequent article. The 
increase in the British bank rate from 5 to 7 per 
cent was a momentous event, far more forceful 
and dramatic than had generally been expected. 
A major purpose of the move, and of the related 
steps simultaneously taken, is to check excessive 
spending and rising prices in Great Britain. 
Hence it was natural that world commodity mar- 
kets should find sobering implications in the 
news. Evidently it was be an influence in the 
sharp decline in American stock prices. 

The direct effects on the American economy 
of the higher bank rate can hardly be substan- 
tial, even though a check to spending abroad 
may limit American exports to some extent and 
may exert a moderately depressing influence on 
some world commodities. It may be observed 
that the average price of 22 basic commodities, 
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calculated by the Bureau of Labor Statistics, is 
already about 9 per cent lower than on Decem- 
ber 1, 1956, and 36 per cent lower than at the 
top of the Korean boom. This drop was from an 
obviously temporary peak, and has been with- 
stood without business depression and without 
significant losses. Nevertheless, the new devel- 
opments, reminding people that deflation can 
take place as well as inflation, have brought busi- 
ness conditions in the United States under even 
closer scrutiny. Looking ahead, some may see 
greater significance than heretofore in the level- 
ing out of defense and capital goods expenditures 
and the decline in manufacturers’ unfilled orders. 

In general, however, the trend of domestic 
business must still be considered roughly side- 
ways in industrial activity and slightly upward 
in the total output of goods and services, meas- 
ured in dollars, In real terms, the high plateau 
still persists. Business men are waiting for a clue 
to the character of fall and winter business; so 
far neither an upswing nor a downturn has 
emerged as a dominant pattern. 


Production Facing a Test 

The brightest spot in the picture has been the 
marked rise in consumer spending. Newly re- 
vised data on retail sales show a 5 per cent 
advance between April and August on a season- 
ally adjusted basis, following half a year of vir- 
tual stability The recent increase — roughly 
equal to a $2% billion boost in the annual rate 
of sales—has been somewhat greater in non- 
durable goods than in durables. Favorabl. re- 
ports from department stores, large retail chains, 
and automobile dealers confirm the rise, and 
many leading retailers are expecting fall and 
Christmas sales this year to set new records. 

Thus far, however, there is little indication 
that the pe in retail buying has brought any 
substantial increase in orders reaching manufac- 
turers, at least in the aggregate. Amid all the 
economic cross currents and uncertainties, busi- 
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ness men have been even more cautious than be- 
fore in their buying and inventory policies. Ac- 
cording to the latest official figures, new orders 
received by factories in June and July (season- 
ally adjusted ) were the lowest for any two-month 
period in the past two years. 

Meanwhile factory output and ny have 
been sustained by drawing on order backlogs. In 
the first seven months of 1957, unfilled orders 
held by manufacturers were reduced nearly $5 
billion, or 8 per cent below the record high at 
the start of the year. The physical volume of 
production was high and steady throughout the 
summer. The Federal Reserve index of indus- 
trial production (seasonally adjusted, 1947-49 = 
100) held at 144 in June, July, and August, and 
possibly in September as well—a level only 2 
per cent below the December 1956 peak. 

Normally, the fall upturn in actual production 
amounts to about 1.5 per cent from August to 
September and 2.5 per cent more from Septem- 
ber to October, according to Federal Reserve 
estimates. In other words, the unadjusted pro- 
duction index might ordinarily be expected to 
increase 6 points between August and October. 
Failure to make such a seasonal advance would 
mean a downturn in the seasonally adjusted pro- 
duction index. 

Manufacturers’ decisions on how much to step 
up activity this fall — whether more or less than 
the usual seasonal amount — will depend heavily 
on the flow of new orders. Reports for August 
and September are spotty and not particularly 
encouraging. The fall inflow of new business at 
steel mills is under way but below expectations. 
New orders for machine tools dropped nearly 
one fifth between July and August, while Mc- 
Graw-Hill’s tabulation of non-electrical machin- 
ery orders dropped about one eighth. Copper 
markets are quiet again after a brief flurry in 
mid-September. Spurts of ordering have boosted 
backlogs in paper, paperboard, and plywood. 
Textile manufacturers and others, however, re- 
port generally quiet markets, and the petroleum 
industry notes that demand is below expecta- 


tions. 


Plant and Equipment Spending Topping Off 

The uncertainties of the current situation, to- 
gether with financing difficulties, the squeeze on 
profit margins, and the development of excess 
capacity in some lines, have caused many firms 
to reappraise their plans for expansion and mod- 
ernization. Few cancellations have been an- 
nounced, but decisions to defer or stretch out 
expenditures — particularly where the primary 
purpose is to increase capacity — appear fairly 






common. If the capital goods boom is not at its 
peak already, it is very close. 

Expenditures for new plant and equipment 
in the third quarter of 1957 are estimated at the 
seasonally adjusted annual rate of $37.23 billion 
in the latest survey by the Securities and Ex- 
change Commission and the U.S. Department 
of Commerce. This marks the climax of a 2%- 
year rise which boosted capital outlays 45 per 
cent. Now the advance seems to have run out 
of steam. Spending in the third quarter is not 
much higher than in the second, and anticipated 
expenditures in the fourth quarter are lower — 
though insignificantly so—than in the third. 
Judging by the experience of the past six quar- 
ters, it is a fair guess that actual South quarter 
outlays will fall short of expectations. 

The topping off in plant and equipment ex- 
penditures appears to be fairly general. Public 
utilities and nondurable goods manufacturing are 
the only two major groups still planning to in- 
crease capital spending in the fourth quarter. A 
decline in new capital appropriations by leading 
business firms, reported to the National Indus- 
trial Conference Board, indicates the possibility 
of deeper cuts in outlays during 1958. 


Effects of Defense Cutbacks 

While business has been pruning its invest- 
ment spending, the Administration has been mak- 
ing an effort to cut defense spending. The an- 
nounced goal for military expenditures in fiscal 
1958 is $38.0 billion. In August, however, the 
Defense Department was still spending at an 
annual rate of $42.4 billion, in part because 
termination py for employees and suppliers tem- 
porarily adds to costs. Some observers believe 
the high rate of defense —— in July and 
August means that actual cuts will fall short of 
their goal; others, believing the proposed cuts 
must and will be made, note that, to average out 
at $38 billion, expenditures in future months will 
have to go well below that rate. 

The Defense Department already has ordered 
reductions of 200,000 in the armed forces and 
about 95,000 in its civilian employment. It is 
estimated that cuts in procurement will cause 
about 200,000 to be laid off in private industry, 
about half of them in the manufacture of aircraft 
and parts. In addition, the elimination of over- 
time work on almost all defense contracts has 
reduced take-home pay of many workers. 

Rising business investment and expanding gov- 
ernment purchases of goods and services have 
been major forces behind the increase in gross 
national product during the past year and a half. 
These forces will not provide a stimulus to the 
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economy next year. But even if business and 
government do not set new spending records, 
their outlays will still provide strong support at 
a high level. The existence of previous commit- 
ments and work in progress argues against a 
sharp contraction in either category in the near 
future. 


It would, of course, be too much to hope that 
two such critical sectors of the economy could 
taper off without some repercussions on business 
activity. However, prospects of heavier spend- 
ing on state and local public works and certain 
consumer goods and services promise offsets. The 
relative strength of these conflicting trends is 
still far from clear. In the short run, the chances 
are that changes in the national output will be 
relatively small, whatever their direction. 


World Currency Problems 





The most dramatic currency moves since the 
1949 devaluations formed the background to the 
twelfth annual meetings of the World Bank and 
Fund, held at Washington, September 23-26. On 
September 19 the discount rate of the Bank of 
England was raised from 5 to a crisis rate of 7 
per cent, highest since 1921. The day before, 
the German Central Bank had reduced its dis- 
count rate from 4% to 4 per cent. Six weeks 
previously the French franc had been devalued 
for most transactions by 162/38 per cent. 


Meanwhile the International Monetary Fund 
had been supplying money on the most generous 
scale since its founding, aiding various nations 
to meet drains on their gold and dollar reserves. 
From April 30, 1956 up to July 31, 1957 the 
International Monetary Fund lent or “sold” $1,406 
million to 17 borrowers of which the United 
Kingdom and France were most important. Re- 
payments in the same period totaled $102 mil- 
lion. As the table shows, the Fund’s resources of 
gold and dollars were reduced to $2,339 million 
and of this amount $874 million has been com- 
mitted. 

International Monetary Fund Transactions in U.S. Dollars 
(in millions of dollars) 
Year Ended Dollars Dollars Dollar Gold 














April 30: Taken Repaid Holdings Holdings 
1947* $56 om $2.005 $1,844 
1948f. 544 as 1,458 1,363 
1949. 108 _ 1,340 1,436 
a 52 $24 1,299 1,460 
EE a 19 1,313 1,495 
, 46 37 1,283 1,582 
ae 66 185 1,838 1,693 
, See 69 145 1,409 1,719 
1955. 49 276 1,609 1,744 
eae 272 1,827 1,761 
,. eS 15 1,177 1,439 
1958f....._._. 307 27 1,192 1,147 


* Four months ended June 80, 1947. 
Ten months ended April 80, 1948. 
Through July 31, 1957. 


Thus it was clear at the Washington meetings 
that — until debtors straightened out their prob- 
lems and repaid — the Fund could not continue 
its recent rate of lending. As Secretary of the 
Treasury Robert B. Anderson said: 


We believe . . . that the active and vigorous course 
the Fund pursued has been an important factor in main- 
taining the momentum of world trade and prosperity 
during the past year. Through the breathing space and 
the reassurance in the short-run provided by the Fund, 
the opportunity has been provided to effect the necessary 
longer-term adjustments, without a relapse into throttling 
restrictions on international financial and trading trans- 
actions. The Fund will need to reconstitute its resources, 
through repayment of the recent drawings, in convertible 
currencies, as it did in the years before 1956. In this 
way its revolving character will be maintained, and it 
can meet new situations if and when they arise again. 


A Bigger Fund? 


There were some informal discussions of the 
idea that the member nations — principally the 
United States — contribute more funds. The Con- 
gress would have little enthusiasm for such a 
project. Loans from the Fund give time for na- 
tions to ride out temporary squalls and intro- 
duce reforms in budget and money policies. Too 
freely available, they tempt political leaders to 
delay frank recognition of the basic problems 
they face. 


The common problem — present here as abroad 
—is that governments and people have been 
wanting to do too much too fast with other 
people’s money. The consequence has been 
a strain on the capital markets, rising interest 
rates, and inflation. Since the dollar is intended 
to serve as an anchor of world monetary sta- 
bility, and already has been tending to shrink 
in value, it would be no contribution to monetary 
order if the Congress raised the federal debt 
limit so as to permit creation of more dollars for 
the Fund to disburse around the world. More- 
over, the United States has imperative needs to 
use any surpluses of revenue that can be devel- 
oped to reform its tax structure and reinvigorate 
the flow of savings for investment at home and 
abroad. Indeed, such a course of policy would 
have more permanent value to the world com- 
munity and to the sinews of American help than 
any additions to stop-gap lending resources. 


Another idea, periodically advanced, is that 
the United States should raise the dollar price 
of gold and use the resulting “profit” to supply 
credits for stabilization purposes. Opinion in the 
United States is that devaluation of the dollar 
would only increase the general inflationary 
pressures which are the main problem. Under 
Secretary of the Treasury W. Randolph Burgess 
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restated official U.S. policy at the Fund meeting 
in Washington: 

The United States is resolved to check inflation 
pressures existing in its economy. We are equally resolv 
to preserve our international gold bullion standard. The 
dollar has traditionally been linked to gold, and 
it is our policy to keep it firmly linked to gold at $35 
an ounce. 

As President Eisenhower said at the opening 
ceremonies, “sound domestic policies are the es- 
sential keystone to the avoidance of inflation:” 

Aside from [the] question of the impetus to inflation 
from overloading the economy with excessive demands, 


there is a second: how much do we as individual nations 
pay ourselves for what we produce? 


If our efficiency in production and the payments which 
we make for productive efforts of all sorts rise in step in 
coordination, there is no impetus to rising prices. 


But if our efficiency does not increase, if our pro- 
ductivity does not rise, we as nations will tend to fall 
into the costly error of overpaying ourselves for the 
work we do. 


Along that road, as so many countries are again dis- 
covering, lies the spur to further inflation. 


Troubles of the Pound 


Despite many forms of American aid, the Brit- 
ish pound has been in trouble most of the time 
since World War II. It has never regained its 
prewar position and even less, of course, its 
position prior to World War I when the gold 
sovereign ruled the seas of commerce. On the 
other hand, the pound, by reason of established 
business practices and the competence of Brit- 
ish financial facilities, still enjoys a wide use in 
world trade. “Sterling area” countries hold cur- 
rency reserves in London. Britain itself, as well 
as the International Monetary Fund and “dollar 
area” countries, carries reserves in gold and U.S. 
dollars. Other countries generally split up their 
funds and also may hold resources in Swiss 
francs, German marks, or other strong currencies. 


The most recent troubles for the pound date 
back to the Suez crisis a year ago. Emergency 
credits from the International Monetary Fund, 
helping to pay for dollar oil imports, supported 
British gold and dollar reserves around $2 billion 
in the final quarter of 1956. The position seemed 
so far improved by February that the Bank of 
England’s discount rate was cut from 5% to 5 
per cent. The British trade balance shifted back 
to the plus side but it was insufficient to meet 
overseas investment needs and a preference with- 
in Europe for German marks which brought a 
renewal of pressure in the summer. British gold 
and dollar reserves, which had recovered to $2.4 
billion at the close of June, were reduced to $2.1 
billion by the end of August with a further drop 
indicated for September. 


Basic to the weakness of the pound are the 
allied factors of creeping inflation (at a rate of 
4¥%2 per cent a year), overfull employment, de- 
mands for more public expenditures, and taxa- 
tion that impedes capital accumulation. As the 
Chancellor of the Exchequer, Peter Thorney- 
croft, put it: 

Too many people have seen the benefits of inflation 
without observing any of its dangers, or its disadvantages. 
Wage earners have enjoyed their wage increases and em- 
ployers have enjoyed their bigger profits, but many have 
regarded these things as manna from Heaven and as hav- 
ing no connection with the fall in the value of money, 
which they dislike as much as anybody else. 


A Firm Course 


The advance in the Bank of England's dis- 
count rate to 7 per cent followed months of 
speculation that the British authorities would 
abandon support of the pound at $2.78% and 
allow the currency to depreciate and fluctuate 
within widened limits in response to forces of 
supply and demand. The drastic increase in 
bank rate made it clear that this alternative had 
been dismissed. Mr. Thorneycroft stated flatly: 

The Government intend to maintain the existing ex- 
change rate parity of $2.80 to the pound and they do 
not intend to allow the margins to widen. They con- 
sider that the existing parity is right and that the evi- 
dence of the United Kingdom’s balance of payments and 
trade figures supports this view. 

The discount rate action itself was more em- 
phatic than mere words could have been. Mone 
rates rose sharply, British Treasury bill yields 
reaching 6% per cent, the prime loan rate 7% 
per cent, and time deposits 5 per cent. The 2% 
per cent consols slid to 45%, and — rates 
were indicated for corporate bond offerings. 


The discount rate advance was buttressed by 
(a) a request to banks that they hold their 
loans at the average level of the past year, and 
(b) a decision to suspend for two years planned 
increases in public works outlays. 


The British actions to stem the tide of pessi- 
mism over the future of the pound also made 
speculation against the pound an expensive busi- 
ness. While reserves were slipping toward $2 
billion, considered a working minimum, the au- 
thorities still have dry powder to back up their 
determination. On September 24, at the Fund 
meeting in Washington, Chancellor of the Ex- 
chequer Thorneycroft announced that Britain 
would draw on the $500 million line of credit 
negotiated with the Export-Import Bank last 
December. In addition Britain still has the right 
to draw an additional $739 million from the In- 
ternational Mone Fund. The more funda- 
mental solution will depend upon the willingness 





of the British napar ye to live within the limits 
of what it is able and willing to produce, to pay 
back temporary credits, and to replenish reserves 
to a point where no one will question the sound- 
ness of the exchange rate. 

The British effort to hold the line on inflation 
is founded on the principle, as stated by Mr. 
Thorneycroft, that: 

So long - it is —, believed that the aster 
are to see cessary fi to 
pao ty the upward nel a costs, ae on con- 
tinue and prices will go up. 

What is needed to bring it to a halt is for the Govern- 
ment to be prepared to deny the extra cash, whatever 
other painful consequences may follow. . . . 

Thus we have put ourselves in a position effectively 
to restrict the money supply over a wide field. Against 
this background, if an attempt were made to take out 
of the system in money income more than is put in by 
new effort and production, the-only result would be a 
reduction in activity and the employment of fewer men. 

This is a radical change in British policy which 
so long put full employment ahead of any other 
consideration and would let the pound fall to 
whatever level might be needed. Now, as in the 
gold standard days that preceded 1931, the Chan- 
cellor would make the value of the pound the 
first consideration of policy. 


The French Muddle 

France’s financial problem, like those of so 
many other countries, stems from trying to do 
too much. The country, pivaged eer me has 
been suffering from chronic tionary pres- 
sures related to expenditures for defense, social 
welfare, and nationalized industries. The French 
price and cost structure was pushed inexorably 
upward to a point where it was less and less 
competitive in foreign markets. Savings have 
been hampered by the visible weaknesses of the 
currency as well as the background of successive 
devaluations. 

As long as American aid and disbursements 
in France continued, mainly in connection with 
the Indo-Chinese campaign, France managed 
well and even added to gold and dollar reserves. 
But in 1956 the sharp cut in American aid and 
purchases in France revealed the underlying 
weakness in the balance of payments position, 
coming as it did at a time when the wheat har- 
vest failed, the situation in North Africa wor- 
sened, and the Suez crisis increased needs for 
dollar imports. 

French gold and foreign exchange reserves 
receded from a of $2.1 billion in November 
1955 to about million in mid-September. 
The shrinkage would have been even greater but 
for a $263 million credit granted by the Inter- 
national Monetary Fund in October 1956. 
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In this background, Finance Minister Felix 
Gaillard asserted that “France is now on the 
razor’s edge between economic recovery and in- 
solvency” and moved decisively. The August 10 
de facto devaluation of the franc from 350 to $1 
to 420 to $1 represented a move generally re- 
garded as long overdue. It was followed by a 
price freeze and tighter credit controls, includ- 
ing a 1 point increase to 5 per cent in the Bank 
of France discount rate on commercial transac- 
tions. Projected government spending was cut 
back. Whether these measures will be sufficient 
remains to be seen. 

France, ironically, is rich not only in men and 
materials but also in gold. Citizens, distrusting 
government bonds payable in francs, reportedly 
hold somewhere around $4 billion gold in private 
hoards. Confidence in the currency could brin 
these savings into productive use and build the 
official reserves. There is no substitute for stable 
standards of value and money people can trust. 


The German Achievement 


The French devaluation, stirring expectations 
of other currency readjustments, precipitated a 
flight into German marks from British pounds 
and, in lesser degree, from Dutch guilders. The 
German mark, in the few brief years since the 
currency reform of 1948, has become one of the 
hardest currencies in the world. Gold and foreign 
exchange reserves of the German Central Bank 
have risen no less than $1.6 billion in the past 
year to $5.7 billion, with about $4 billion of this 
representing gold and dollars. 

The record is all the more remarkable in view 
of the shattered position of Germany at the close 
of World War II and trade deficits as recently 
as 1951. The German recovery would not have 
been possible without Marshall Plan aid. And 
the Korean War, while increasing the burden 
of armaments on other free world countries, 
opened new markets for a German industry not 
hampered by necessity to produce armaments. 

But the real reasons for the German revival 
are more fundamental. In contrast to the United 
Kingdom and France, Germany has hewed to 
the path of financial orthodoxy. The govern- 
ment’s budget has produced luses, not 
deficits. At the same time, Germany pursued 
tight credit policies designed to limit inflationary 
borrowing, encourage saving and build a capital 
market. German labor has shown restraint in its 
wage demands. Consumer prices in Germany 
have risen 14 per cent since 1950, against an in- 
crease of 32 cent in the United Kingdom 
and 35 per cent in France where many prices are 
controlled. 
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German exports, accordingly, have found ex- 
ding markets all over the world, and pro- 
ucers have not been tempted to hold goods 
back to meet the demands of an inflated home 
market. Import demands have been restrained 
by relatively high foreign prices, though even so 
Germany has provided a growing market for 
other nations. As Governor von Mangoldt-Rei- 
boldt, representing Germany, pointed out at the 
meetings in Washington, foreign countries are 
earning in 1957 about twice as many marks by 
their exports as they did four years ago. During 
the first eight months of 1957, he revealed, more 
than one-half of the gain in official German 
reserves was due to speculative influences. 


Criticisms of Germany 


Mr. von Mangoldt-Reiboldt alluded to these 
facts as a way of answering criticisms that 
Germany is responsible for the world’s currency 
troubles. There is a view that Germany too 
ought to inflate, on the theory that if everyone 
inflates at the same rate no one enjoys competi- 
tive price advantages and balances of payments 
will not get out of line. 

Germans understand inflation too well to ac- 
cept this line of approach. Within memory of 
people now living, the country has undergone 
two heart-breaking inflations. The first, culmin- 
ating in 1923, wiped out the middle class and led 
to Hitler. The second, culminating in the cur- 
rency reform of 1948, extinguished 90 per cent 
of the average citizen’s savings. It is not surpris- 
ing that they reject the illusion that a little infla- 
tion is a good thing. 

Another view is that the mark is undervalued 
and should be up-valued to make German exports 
more expensive in foreign markets and to stimu- 
late imports by making them cheaper in marks. 
Germany has rejected this proposal, conscious 
that it is already running a deficit with the 
dollar area, that much of its surplus reflects 
French deficits which could vanish if Mr. Gail- 
lard succeeds in getting France’s house in order, 
and that rising wages and the cost of outfitting 
a new army are already weakening the German 
competitive position. In any case, Dr. Wilhelm 
Vocke, former head of the German Central Bank, 
commented: “To change the value of the mark 
would be to cure the healthy man, not the sick 
one. 

The German discount rate reduction in Sep- 
tember represented not only a denial of inten- 
tions to up-value the mark but also a gesture of 
willingness to allow German demands upon the 
markets to expand so far as seemed safe. Earlier, 
as measures of aid to the international com- 


munity, the German authorities had lent the 
World Bank $175 million, transferred $210 
million to the Bank of England as partial pre- 
payment of prewar debt, proposed further pre- 
payment of Germany's foreign debt, and cut 
tariff rates on industrial imports by 25 per cent. 

The real lesson of Germany's experience is 
that sound old-fashioned policies still work. In 
the atmosphere they create, German banks can 
offer gold coins or bars to the public without 
setting off a stampede of hoarders. Proud of their 
currency, people save productively, building the 
industrial plant which underlies Germany's com- 
petitive power in world markets. 

Despite the well publicized difficulties of 
France and England and other countries, total 
foreign gold and dollar reserves are on the rise 
again, after being depressed temporarily in the 
first quarter by the effects of the Suez crisis. 
Thus, the problem is one of distribution of re- 
serves. Countries which have permitted inflation 
to price their wares out of the world market 
cannot gain reserves no matter how great their 
need, while countries which have avoided infla- 
tion find their reserves rising almost automati- 
cally. 

German Minister of Economics Ludwig Erhard 
gave his prescription for national economic 
health in an interview in U.S. News and World 
Report two months ago: 

Reconstruction in West Germany without doubt is 
the result of hard work of the entire population. That, 
however, had to be combined with a clear-sighted 
economic policy of free enterprise that gave to human 


labor a just reward and that directed labor into really 
productive channels. 

The more the principle of the free market can be ap- 
plied, the more productive the economy and the higher 
the standard of living. Wherever a free-market econom 

revails, there are sound currencies and no need at a 
or manipulating them. The more the functions of the 
market place are taken over by government planning, the 

eater the danger becomes that productive forces will 
be stifled and that individual initiative will suffocate. 

The contrasts show most clearly within Germany it- 
self. On the one side is the success of the German 
Federal Republic [West Germany] and on the other side 
the obvious failure of the so-called German Democratic 
Republic [East Germany]. Here you see the proof of 
what a good economic system can produce and can wit- 
ness the curse of a bad economic system in East Germany 
dependent upon official planning. 

Holding the Line 

In his remarks, Per Jacobsson, Managing Di- 
rector of the Fund, a ideas that ex- 
change values of the mark and pound might still 
be changed. He said: 

In the current account of the balance of payments, 


sterling is certainly not over-valued at its present parity. 
When exchange rates are on a realistic Basis, there is 
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great wisdom in strongly defending the existing rate 
structure. Such defense may require very stiff measures 
for a time, but that is better than to take the easy ven 
out and fall into habits of currency devaluation whi 
it may be exceedingly difficult to break. 

Mr. Jacobsson referred to currency crises of 
the gold standard days: 

Once such a crisis was successfully overcome, con- 
fidence in the currency could be expected to increase, 
since it had shown that it could stand the test of the 
pressures made upon it. In the same way today, if we 
can ride out the storm that has recently been raging, 
we shall have laid the ghost of monetary troubles so 
frequently connected with the month of September, and 
we shall thus have helped to base the currency structure 
of the world on more secure foundations. 

September again has been a critical month for 
currency values. But this time the British Gov- 
ernment chose the occasion of seasonal strain to 
call a halt to creeping inflation and, with Ger- 
many, France, and their neighbors, to hold the 
established line of currency values. These epochal 
decisions represent a challenge to the 25-year 
old doctrine that full employment was worth 
any cost: that more than enough money should 
be available to hire everybody who wants a job. 
Under these circumstances it is natural that 
men should ask bigger pay for their work and 
employers bigger pay for their products. 

Taken by political authorities, the decisions to 
hold the line reflect a consciousness that people 
are tired of running fast to get nowhere in the 
race with inflation. If the new line of policy 
—which is consistent with the objectives of our 
own authorities — is firmly held, the world can 
have a bigger supply of saving for investment, 
an end to rising interest rates, and a sounder, 
more equitable basis for economic progress. 


Wages-Profits Dispute Boils On 


Walter Reuther’s grandstand play in August 
when he called on the “Big Three” auto com- 
panies to cut prices on the 1958 models $100 be- 
low this year’s prices made front page headlines 
everywhere. At the same time, representatives of 
the steel industry and of the steel union were 
trading accusations in hearings before the Kefau- 
ver subcommittee on Antitrust and Monopoly 
Legislation investigating “administered prices.” 
While playing second fiddle, publicitywise, to Mr. 
Reuther’s sensational pre. the Kefauver hear- 
ings nevertheless involved charges against indus- 
try quite as extreme as those by Mr. Reuther — 
namely, that “exorbitant” profits, not wages, have 
been the villain promoting inflation. 

This dispute between management and labor 
over wages and profits is an old story. It has 
flared up intermittently in the inflationary envir- 
onment prevailing since World War II. Barely 
was the war over before labor presented its first 





postwar round of wage increase demands — 24 
per cent — claiming then, as now, that “excessive” 
profits provided ample margin for absorption of 
wage increases wtihout raising prices. 

Actually, of course, the results were quite dif- 
ferent. Not only were wage increases followed 
by price increases which the Government’s Of- 
fice of Price Administration was forced to ap- 
prove to keep production going, but the resultant 
bulge in the price control lines started the final 
weakening that ultimately broke the control sys- 
tem altogether. 

Despite this experience, labor leaders have 
continued to harp on “extravagant” profits and 
industry's alleged ability to give wage increases 
without price increases. In fact, labor spokes- 
men no longer stop at asserting that industry can 
pay higher wages without boosting prices. Ac- 
cording to Mr. Reuther, the “Big Three” auto 
companies could actually reduce prices $100 a 
car and “still make profits above the average of 
the whole of American industry in a period when 
those average profits are at a high level.” Simi- 
larly, according to David J. McDonald, presi- 
dent of the United Steelworkers, “U.S. Steel could 
absorb the cost of the [recent] wage increase for 
the remainder of 1957, reduce steel prices by $6 
a ton, instead of raising them by that amount, and 
end 1957 with the greatest net profits after taxes 
in the history of the corporation.” 

Declared Otis Brubaker, research director of 
the steelworkers’ union, in testimony at the Ke- 
fauver hearings: “Wage increases have not caused 
a single price increase in 20 years.” 


U.S. Steel’s Rebuttal 

Surely these are amazing statements! People 
may be pardoned for bewilderment in trying to 
reconcile them with industry’s constant com- 
plaint about rising costs. 

For thinking people generally—even those 
having little practical knowledge of business af- 
fairs —the notion that the repeated rounds of 
wage increases have had nothing to do with 
rising prices, and that the latter reflect solely 
industry's amassing of mountainous profits, must 
strain credulity. For business men, acutely aware 
of the continuous battle to maintain profit mar- 
gins, it appears fantastic. 

What are the facts? 

Testimony before Senator Kefauver’s subcom- 
mittee produced a wealth of material bearing on 
this question. Statements by managers of U.S. 
Steel and top officials of the steelworkers’ union, 
running to several hundred pages, clearly set 
forth the positions of labor cep management. In 


addition, a number of special studies and analy- 
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ses by outside experts were filed with the sub- 
committee. 

Because the issues before the subcommittee 
were essentially the same as those agitating man- 
agement and labor generally, a brief review of 
the case for management, as set forth in U.S. 
Steel's lengthy testimony and supporting docu- 
ments, would seem to be in order. 


Wages vs. Productivity 

A major point in the Steel Corporation's pre- 
sentation has to do with the union contention that 
increases in wages “have not caused a single price 
increase in 20 years” because “the increases re- 
ceived — and more —could have been met from 
gains in productivity.” 

A detailed answer to the union’s claim is given 
in a study entitled Steel Prices, Profits, Produc- 
tivity, and Wages by Professor Jules Backman of 
New York University. The study was filed with 
the Kefauver subcommittee by U.S. Steel. 

Mr. Backman presents a comparison, based 
mostly on U.S. Bureau of Labor Statistics data, 
of output per manhour, average hourly earnings, 
and total employment costs in the steel industry, 
arranged to indicate percentage increases to 1956 
from each preceding year back to 1939: 


Per Cent Increase to 1956 from Preceding Years for 
Output Per Manhour, Average Hourly Earnings, and 
Total Employment Costs, Basic Steel Industry 


Total 
Output Per Average Employment 
To 1956 Manhour Hourly Earnings Costs 
From: 
1939 61.8 201.2 211.2 
1940 56.3 201.2 211.2 
1941 47.4 169.1 179.8 
1942 ° 148.0 158.9 
1943 id 125.9 136.8 
1944 e 118.1 128.9 
1945 bd 114.4 125.2 
1946 e 97.7 108.3 
1947 28.2 75.7 85.9 
1948 28.0 60.1 69.9 
1949 25.2 53.3 62.9 
1950 14.8 49.7 49.7 
1981 14.1 33.9 84.5 
1952 9.7 27.1 28.2 
1953 8.7 17.1 18.9 
1954 11.6 15.0 16.4 
1955 0.2 6.8 74 
* Not available. 





Sources: Output per Manhowr, 1939-1955 Bureau of Labor 
Statistics; 1956 estimated. Total Employment Costs per Manhour 
based on Bureau of Labor Statistics average hourly earnings in 
Blast Furnaces, Steel Works, and Rolling Mills, plus American 
Iron & Steel Institute hourly cost of pensions, security, and 
other employe benefits. 


The main fact brought out is that, regardless 
of what year is taken as a base, wages and total 
employment costs in the steel industry have far 
outstripped gains in productivity. 

Measuring from 1940, the gain in productivity 
of 56 per cent, while substantial, fell far short of 
increases in hourly earnings and total employ- 
ment costs amounting to more than 200 per cent. 
The result, according to these calculations, was 
an approximate doubling of unit labor costs with 


inevitable pressure for higher prices. 
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Rising Materials Costs 

A second point developed by the Steel Corpor- 
ation officials at the hearings was the influence 
upon steel costs of rising prices of raw materials 
and services such as freight. 

When steel wages rise, wage patterns are 
established which spread promptly to iron ore, 
coal, coke, and other raw materials used by 
steel companies. Moreover, as railroad wages 
move up freight charges follow suit. 

Union officials reject this argument. Accord- 
ing to union research director Brubaker: “There 
is no relation at all between increases in steel 
making employment costs and materials costs.” 
He told the subcommittee that U.S. Steel raised 
its prices $6 a ton in July when actual wage and 
fringe benefit cost increases amounted to “less 
than $2.60 a ton.” (U.S. Steel put the wage cost 
increase at $3.07 a ton.) He called it “inappro- 
priate” to raise prices in anticipation of materials 
cost increases “that may never occur.” 

Steel price decisions, however, are not made in 
a vacuum; prices reflect a circle of developments 
— past, present, and future. A higher price takes 
account of greater-than-anticipated costs since 
the last price hike, present additions to costs, 
such as wage increases and existing prices of 
goods and services, and prospective cost in- 
creases. For instance, since the steel industry 
raised its prices in July, freight rates have gone 
up another notch. 

Figures given in the Backman report show that 
for the period 1939-56 costs of materials and ser- 
vices bought by the steel industry went up $5.9 
billion, against an increase in employment costs 
of $4.2 billion —in other words, $1.43 increase 
for materials and services for every dollar in- 
crease in employment costs. Roughly the same 
parallelism shows up for the period 1947-56. 

Roger Blough, chairman of U.S. Steel, drama- 
tized the impact of the rise in non-wage costs 
when he told Senator Kefauver: 

If price increases reflected only the additional wages 
granted United Steelworkers, as the union has suggested, 
the industry since World War II would have run $2 
billion in the red. 

The Simplest Test 

Confronted by this cross fire of accusations, 
denials, and conflicting statistics, the reader may 
be inclined to throw up his hands in despair and 
declare “a plague on both your houses.” 

When all is said and done, the simplest test 
as to whether or not greed for profits been 
responsible for pushing up prices lies in the prof- 
its figures themselves. Were U.S. Steel and the 
steel industry “gouging” the public with “exorbi- 
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tant” prices, as charged, it should show up in the 
profit margins. 

Robert C. Tyson, chairman of the finance 
committee of U.S. Steel, related his company’s 
profits performance to the Kefauver subcommit- 
tee as follows: 

. emerging from the great depression U.S. Steel made 
a profit in 1940 of 9.5 cents per dollar of sales—a 
figure often exceeded in pre-depression years but never 
equalled since 1940 . . . The nearest approach to the 
1940 rate was in 1955 when U.S. Steel earned 9 cents 
per dollar of sales while operating at a 91 per cent rate 
in contrast to the 83 per cent rate in 1940. Last year our 
income was 8.2 cents per dollar of sales and the operating 
rate was 85 per cent. 

For the steel industry as a whole, data on both 
profit margins and return on investment, com- 
piled by the Federal Trade Commission-Securi- 
ties and Exchange Commission, fail to support 
charges that steel company earnings have been 
out of line with growth in sales and capital in- 
vestment. The figures available back to 1947, are 
summarized below: 


Annual Rate of Return for Primary Iron & Steel 





























Industries 

% Margin % Return on 
Year on Sales Net Assets 
1947 6.6 12.0 
1948 1.6 14.7 
1949 6.5 10.0 
1950 1.9 14.3 
1951 5.8 12.3 
1952 4.7 8.5 
1953 5.3 10.7 
1954 5.3 8.1 
1955 1.2 13.5 
1956 6.7 12.7 








Source: Based on FTC-SEC Quarterly Financial Report for 
Manufacturing Corporations. 


Argument Over Auto Prices 

Turning to the argument over auto prices 
stirred up by Mr. Reuther, one finds the same 
dispute over the role of profits and wages. 

Echoing charges of “excessive” profits and 
“exorbitant” prices, Mr. Reuther stressed the per 
cent increase in profits between 1948 and 1957. 
In his press statement on August 21, comment- 
ing upon Mr. Ford’s reply to his original pro- 
posal for a $100 cut in car prices, he said: 

Mr. Ford in his letter said that wages were up 70 per 
cent and prices were up 30 per cent since 1948 but he 
failed to tell the American consumers that profits of the 
corporation (before tax) were up 328.6 per cent. 

Retorted Mr. Ford: “He (the union chief) pre- 
tends that there is something wrong with the fact 
that profits increase as business grows. 

“Mr. Reuther understands full well, even 
though he does not get around to saying it, that 
profits mean something only when related to 
how much money you have invested in the busi- 
ness.” 

The facts are that, taking the period 1948 to 
1956 (the UAW president's use of the 1948-57 
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period involves guesses on profits this year that 
may or may not materialize), and utilizing net 
after tax as the fairer measure of earnings avail- 
able for corporate use or for dividends to share- 
holders, Ford dollar profits climbed 146 per cent 
against an increase of 186 per cent in sales and 
146 per cent in money invested in the business. 
Net earnings, as a per cent both of sales and of 
net assets, remained practically unchanged. 

The following table gives the figures for the 
Ford Company by years for the period 1947-56, 
together with similar data for the other two of 
the “Big Three” leaders: 


FORD MOTOR COMPANY 


(in millions) 


















































Net assets % Return 
Net beginning of on % Margin 
Year income year Sales Net assets on Sales 
Wiccan, 6 Cee $714.4 $1,515.1 8.8 4.1 
1948. 96.0 758.1 1,980.9 12.7 4.8 
1949 177.1 835.2 2,257.1 21.2 7.8 
1950 260.3 984.8 8,057.5 26.4 8.5 
1951 126.1 1,155.3 2,764.2 10.9 4.6 
1952. 116.9 1,246.8 2,663.8 9.4 4.4 
1953 165.8 1,332.2 4,238.6 12.4 3.9 
1954 227.8 1,446.2 4,094.3 15.8 5.6 
1955 437.0 1,593.3 5,633.2 27.4 71.8 
1956 236.6 1,868.2 4,683.8 12.7 5.1 
CHRYSLER CORPORATION 
1947 67.2 282.9 1,367.9 23.8 4.9 
1948. 89.2 $25.1 1,577.3 27.4 5.7 
1949. 132.2 384.7 2,100.7 84.4 6.3 
1950 127.9 471.2 2,207.3 27.1 5.8 
1951 72.0 514.3 2,555.6 14.0 2.8 
1952. 78.7 521.0 2,608.9 15.1 3.0 
1953. 74.8 547.5 8,354.5 13.7 2.2 
1964__ 18.5 570.1 2,074.0 8.2 9 
1955. 100.1 586.5 3,470.5 17.1 2.9 
): | Se 20.0 652.1 2,682.3 3.1 7 


GENERAL MOTORS CORPORATION 
° 20.2 




















1947 288.0 1,427.7 3,829.9 0. 1.5 
, | Sess 440.4 1,570.6 4,738.2 28.0 9.3 
1949 656.4 1,800.2 5,736.5 36.5 11.4 
1950. 834.0 2,092.4 7,590.6 89.9 11.0 
| | re 506.2 2,387.4 7,533.7 21.2 6.7 
1952 558.7 2,530.4 7,645.4 22.1 7.3 
1958 598.1 2,727.2 10,116.6 21.9 5.9 
ihn Oe 2,982.5 9,905.9 27.0 8.1 
1955. 1,189.5 3,339.1 12,532.5 35.6 9.5 
1956... 847.4 4,255.1 10,909.6 19.9 1.8 
Risks of the Business 


Figures on the rate of return on net assets re- 
flect the risk and the year-to-year fluctuations 
inherent in the auto business. Chrysler’s postwar 
return on net assets, for a ranged as high 
as 34 per cent in 1949 to as low as 3.1 per cent 
last year. This year Chrysler is i dra- 
matic comeback, with profits up sharply from the 
1956 levels. 


While “high” profits in one year can take a 
nose-dive the next, wage increases — once grant- 
ed — stick. In fact, as is well known, many labor 
contracts today provide for annual wage step-ups 
extending for some years ahead, regardless of 
what happens to profits. 

Every year the motor companies must risk 
millions of dollars in model changes. Yet no 
company can know in advance whether some 
shiny new model will go over with the public or 
prove a costly failure. 
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The gamble involved in trying to please the 
public was pointed up last month by Edward 
Ragsdale, general manager of General Motor’s 
Buick Division, in commenting on Plymouth 
crowding Buick out of third place in sales this 
year: 

Buick’s styling in 1957 did not catch the public’s fancy. 
We made more changes in 1957 than in any previous year 
and it cost a tremendous amount of money. I wish I had 
the money back. 

No one has a monopoly — or guarantee — of any share 
of the automobile market. In a highly competitive field 
such as ours, success in the market place must be earned 
and it must be earned every day in the year. All of us 
are vulnerable when we are vying for public favor. . . . 


Problem of the Small Producer 

Finally, in talking about the alleged extrava- 
gant profits of the “Big Three” and their ability 
to take a price cut, a word needs to be said about 
the deficits of the “Little Two” — American Mo- 
tors and Studebaker-Packard. How would these 
companies fare in the event of price reductions 
which they, of course, would have to meet to 
stay competitive? 

George Romney, chairman and president of 
American Motors, put the problem facing his 
company in 2 nutshell when, in a special pre- 
view to employes of the 1958 models, he declared 
bluntly, “We can’t lose money in 1958 and stay 
in the automobile field.” 

Questioned as to the effect of a price cut by 
the leading producers on the smaller auto mak- 
ers, Mr. Reuther washed his hands of the whole 
problem. The union, he was quoted as saying, 
feels it to be “socially undesirable” for 97 per 
cent of the industry to refuse to cut prices simply 
because the smaller companies have a problem. 
His prescription: “other things” should be done 
about their problems outside the realm of prices. 


Bumper Crops Thwart Acreage Cuts 





The Department of Agriculture’s September 
crop report provides new evidence of the fu- 
tility of U.S. Government efforts to reduce farm 
surpluses by production curbs. Despite the Soil 
Bank acreage reserve program, which pays farm- 
ers to cut plantings below acreage allotments, 
the estimated crop harvest this year is second 
only to the record set in 1948 and equalled last 
year. In fact, even though total plantings were 
smallest in 40 years, a new production peak is 
still possible if some late planted crops are able 
to reach maturity before frosts. 

Favorable growing conditions and the efforts 
of farmers themselves have minimized govern- 
ment 7 pr dae ating Although 28 million 
acres of cropland were placed in the Soil Bank, 


total plantings were cut back only about 12 
million acres below 1956. Farmers, with no pen- 
alties involved, offset more than half the land in 
the Soil Bank by planting unrestricted crops on 
land normally fallowed or in hay and pasture. 
Moreover, they pushed over-all yields per acre 
to new highs through intensive cultivation. 


Production of Restricted Crops Stays High 

The failure of controls to cut output as much 
as acreage is shown by the following table which 
compares 1957 harvested acreage and produc- 
tion of three major restricted crops with 1953, 
the last year these commodities were grown free 
of restrictions: 

Selected Restricted Crops 


(Millions) 


Actual change 
since 1953 


% Change 
since 1953 
acres 80 — 8 —10 
bushels 38,210 . — 15 _* 
Wheat acres 68 — 25 —87 
bushels 1,173 —250 —21 
Cotton acres 24 — 10 —42 
bales 16 — 8 —19 


1953 1957e 
Corn 


e Estimated. 
* Less than 0.5. 


This year’s corn crop, while produced on 10 
per cent less acreage, is only a shade below 
1953. Production was maintained by near-record 
yields per acre. In addition, many farmers, who 
use the bulk of the corn they produce as feed 
and consequently have little interest in price sup- 
ports, continue to ignore corn allotments. 

Wheat production, despite a slash of 87 per 
cent in acreage since 1953, is down only 21 per 
cent. Responsible is an estimated record yield 
per acre which, if realized, is expected to provide 
a crop only 7 per cent under last year when har- 
vested acreage was 15 per cent higher. 

Probably one of the most remarkable farm 
production achievements of all time is this year’s 
estimated record cotton yield of 446 pounds per 
acre, nearly 50 per cent above the 1946-55 aver- 
age. Despite a cut of nearly one half in har- 
vested acreage since 1953 to the lowest level since 
1887, the decline in production has been limited 
to about one fifth. 

Owing to the continued high production of 
restricted crops, in all cases well above domestic 
requirements, the small reduction in surpluses to 
date has largely been accomplished through 
heavy exports of Commodity Credit Corporation 
(CCC) stocks. Reflecting the heavy export sub- 
sidy and give-away programs, the CCC during 
the fiscal year ended last June 30 incurred a 
record loss of nearly $1.3 billion. Since the CCC 
investment in farm products was cut only $919 
million during the past year to $7.3 billion, these 
disposal programs have been no bargain. 
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Output of Unrestricted Crops Up Sharply 


The headaches brought on by luses of re- 
stricted crops have been a ceary increased 
production of uncontrolled crops, some of which 
now have surplus problems of their own. With 
harvested acreage of restricted crops down about 
45 million acres since 1953, farmers mainly shift- 
ed to soybeans and various feed grains which 
are grown free of controls. As the following 
table shows, the rise since 1958 in acreage and 
production of barley, soybeans, and sorghum 
grain is spectacular: 
Selected Unrestricted Crops 


(Millions) 

Actual change % Change 

1953 1957e since 1953 since 1953 
Barley acres 9 15 + 6 67 
bushels 247 431 +184 74 
Soybean acres 15 22 + 7 + 47 
seed bushels 269 459 +190 + 71 
Sorghum acres 6 18 12 200 
grain bushels 116 481 865 315 

e Estimated. 


Prospective record feed supplies portend prices 
this season averaging below a year earlier. Low- 
er feed prices encourage increased livestock 
production, some evidence of which is already at 
hand. A recent Department of Agriculture pig 
crop survey showed that the number of sows 
farrowed and to be farrowed in June-November 
1957 in 10 Corn Belt states is 4 per cent above 
the same period in 1956. The survey also indi- 
cated that farmers in the same states plan to 
boost farrowings during the December 1957- 
February 1958 period by 7 per cent over a year 
earlier. These estimates, if realized, will mean 
a heavy run of hogs coming to market in the fall 
of 1958 with resulting pressure on prices. 


Secretary of Agriculture Ezra T. Benson has 
often warned hog producers against expansion 
which could lead to a repeat of the sorely de- 
pressed markets that prevailed late in 1955 and 
early 1956. At that time, hog markets were so 
badly glutted that packers often requested farm- 
ers to withhold shipments. Because of record 
feed supplies and the threatened sharp upturn 
in hog production, Secretary Benson on Septem- 
ber 20 announced price supports on 1957 corn 

own outside acreage allotments at a national 
farm average of $1.10 per bushel. This com- 
pares with $1.86 per bushel for corn grown in 
compliance with acreage allotments. 


While obviously not —s the task of sup- 
porting noncompliance corn, the Secretary stat- 


ed: “Under the developing circumstances .. . 
we have no choice. We must take steps to help 
stabilize the feed grain market now, and the 
hog market in the future.” 
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Price Support Programs Need Revision 


The above situation in the corn and hog mar- 
kets points up once more the failure of farm 
price support and crop control programs. As 
now constituted, they result in one vicious circle 
after another without getting to the core of the 
surplus problem. Because of the escalator formu- 
la in the price support law, price supports are 
automatically forced } higher as surpluses are re- 
duced. As Mr. Benson puts it: 

Once the Government stocks in the warchouse are 
cleaned out, the door must be opened to build them up 
again. The past consequences of this formula have been 
extremely damaging. Both at home and abroad, markets 
have been lost. Foreign farm production has increased. 
Exports of some American crops have declined. Foreign 
products have been attracted to our shores. 

Mr. Benson, in speeches and press conferences 
this summer, made it clear that the escalator 
mechanism in the current price support law is 
directly contradictory to the “objective of an 
expanding, prosperous, and free agriculture.” 
He has announced that recommendations for 
changes in farm legislation will be sent to the 
Congress in January. Details, of course, are not 
yet known. Last spring Mr. Benson requested 
Congress to remove the current 75 per cent of 
parity floor on basic crops. As a substitute lie 
asked for authority to set supports on basics from 
zero to 90 per cent of parity, the system now 
in use on most nonbasic products. As an al- 
ternative he suggested a drop in the floor to 
60 per cent of parity. 

A quarter century of heavy dependence on 
government subsidies has not solved farmers’ 
problems. Government aid, with its attendant 
restrictions and controls, has underwritten in- 
efficient operations and blocked production ad- 
justments that would occur in a free market. Dr. 
William I. Myers, dean of the New York State 
College of Agriculture, Cornell University, 
stressed this point at last month’s convention of 
the American Bankers Association: 

Both farmers and the nation would be better off if we 
lower price supports and move toward free markets to 
guide production and consumption, and gradually relax 
acreage restrictions. The flexible price-support law is a 
step in the right direction, but more flexibility is needed. 
Price supports should be placed at levels that will not 
add further to government stocks and will give farmers 
freedom to operate efficiently. 

Bumper crops — despite heavy a cuts — 
and mountainous surpluses attest the failure of 

resent farm policies. It remains to be seen if the 
Sactans te be didn Seuah Cit tally ‘allt ho 
heeded by the Congress. 
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